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Transmittal Letter 


April 1, 1987 


The President 
The White House 
Washington, D.C. 20500 


Dear Mr. President: 


I am pleased to submit this Annual 
Report of the National Credit Union 
Administration for i986. 


The report covers the operations of 
the National Credit Union Adminis- 
tration and includes reports on the 
National Credit Union Share Insur- 
ance Fund and the National Credit 
Union Central Liquidity Facility. 


With kindest personal regards, | am 
Sincerely, 
Gtr oy Upatr 


ROGER W. JEPSEN 
Chairman 
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Credit Unions: 


A History 
of Change 


hose who founded the Federal 
credit union movement 52 vears 
ago would be staggered by the 
dynamic and vibrant financial 
system in place today. With nearly 
50 million members in almost 
15,000 federally-insured credit 
unions, the popularity of these non 
profit Cooperatives has never been 
greater 

Consumer surveys have con- 
tinually ranked credit unions high in 
personal service and convenience 
The passage to popularity has been 
one of constant change, both for 
credit unions and the agency which 
supervises them 

Credit unions trace their roots to 
cooperative societies founded in 
Germany in the mid-nineteenth cen 
tury to combat usury and to help 
working people. Credit unions 
spread to the United States in 1909, 
and in 1944 Congress created the 
Federal credit union system. Credit 
unions grew steadily in the 1940s 
and 1950s and by 1960 credit union 
membership amounted to more 
than 6 million people at over 
10,000 Federal credit unions. Peo- 
ple looked to credit unions as a 
source of reasonable loans and con- 
venient savings programs such as 
payroll deduction. 

Supervision oi credit unions 
shifted from one Federal depart- 
ment to another. First housed in the 
i arm Credit Administration, respon- 
sibility finally, in 1948, settled in 
the Bureau of Federal Credit Unions 
in the Department of Health, Educa- 
tion and Welfare. 
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The 1900s and 19°Os were active 
vears. In 1970, credit unions won 
Federal legislation creating an 
insurance fund te protect member 
shares. An independent regulatory 
agency, the National Credit Union 
Administration headed by a single 
administrator, was established 
Reflective of the independent credit 
union spirit, the National Credit 
Union Share Insurance Fund was 
created without tax dollars and 
capitalized solely by credit unions 

The 1970s brought major changes 
in the products offered by financial 
institutions and credit unions found 
that they, too, needed to expand 
their services. In 1977, another 
major legislative package brought 
expanded services. This marked the 
beginning of time accounts (share 
certificates) and mortgage lending 
In 1978 legislation also changed 
NCUA‘s single administrator to a 
three inember Board. 

Burdened with fewer regulations 
than other financial institutions, the 
‘70s were years of tremendous 
growth. Credit union assets 
quadrupled. High interest rates and 
unemployment in certain economic 
sectors in the early 1980s brought 
supervisory challenges to the new 
Board 

Deregulation and increased flex- 
ibility in merger and field of 
membership criteria characterized 
the period. Standing by their 
reputation as innovators, credit 


unions were the first financial 
institution free to set their own 
Savings rates. 

NCUA focused its efforts in 1986 
On improving supervision and 
examination of credit unions. For 
credit unions, it was a time for 
assessing and developing the ser 
ices demanded by sophisticated 
consumers. By most measurements, 
they have been successful. Shares 
grew by a record 24 percent in 
1986 and public opinion surveys 
show credit union members are the 
most satisfied of all financial 
consumers. 


Chairman 


Roger W. Jepsen 


t is with a great deal of satisfac- 
tion that I report on the events and 
accomplishments of 1986 in this 
annual report. If asked to state a 
theme for the year, | would call it 
“Building for the Future.’ In so 
many ways, 1986 can be viewed as 
a year of laying the foundation for 
many solidly productive years ahead 
at NCUA 

We began the vear with the idea 
in mind of staying ahead of prob- 
lems rather than waiting for them to 
reach us. Among the staff, however, 
and among many credit union pro- 
fessionals, the majority agreed that 
we were under-staffed, under- 
trained and under-equipped 

As the year progressed, our 
Original intent of staying ahead of 
problems became a firm commit- 
ment invoiving serious long-range 
planning. For various reasons, most 
obviously the ever-increasing com- 
plexity of credit unions themselves, 
NCUA must become an Agency for 
the future 

In 1986 we took three important 
steps towards that future. After 
careful analysis and many hours 
with our liaison at the Office of 
Management and Budget, NCUA was 
given permission to hire 205 addi- 
tional examiners during the next 
two years. In our best judgment, 
this is the number needed to per- 
form thorough and meaningful 
exams of credit unions nationwide. 


Fxaminers new and old need 
training to do the job right. We, 
therefore, embarked on an am- 
bitious training program, involving 
in-house as well as academic 
resources, including the prestigious 
Louisiana School of Banking. Our 
training efforts will continue to 
expand until our examiners become 
crackerjack professionals. 

Recognizing another element of 
the future, the NCUA Board 
approved the purchase of lap-top 
computers for our examiners. The 
days of laborious and time- 
consuming report writing will soon 
be over. After quickly entering data 
into our central files, examiners will 
have much more time to spend 
doing what they like best: taking a 
personal interest in the credit 
union. Our intention is to free the 
examiner for ‘‘quality time.’ 

If our theme for the year has 
been Building for the Future, you 
will also have noticed that the em- 
phasis is On examiners, not central 
office. We in Washington certainly 
have a job to do, but our first line 
of defense against trouble begins in 
the field. As long as that fact 
remains foremost in our minds, 
everyone will benefit 


My first full year as Chairman has 
been educational and enlightening. | 
have thoroughly enjoyed meeting 
and working with the NCUA staff 
nationwide, as well as the hundreds 
of credit union professionals who 
are so hospitable everywhere I go 
To each of you I extend thanks for 
your patience as I learn the trade. | 
look forward to the coming produc- 
tive years 


Gly W\ tpaon 


Roger W. Jepsen 
Chairman 


BEST COPY AVAILABLE 


BEST COPY AVAILABIF 


Vice Chairman 
P. A. Mack, Jr. 


he year was marked by a 
strong spirit of cooperation in the 
credit union system: NCUA staff, 
State regulators, trade associations 
and credit unions. The improve- 
ments made in credit union 
examination and supervision of 
credit unions could not have been 
accomplished without that 
teamwork. 

I am particularly proud of our 
great strides toward improving the 
examination program of corporate 
credit unions. For the first time, 
we have a specialized team of 
examiners for the $31 billion held 
in corporates and U.S. Central 
Credit Union. These examiners have 
received technical training to help 
them better understand the often 
complex transactions corporates 
undertake in serving their credit 
unions’ members. 

Expect to see more specialization 
among Our examiners so that they 
can respond to the increasing diver- 
sity and sophistication of credit 
union operations. We'll also con- 
tinue to search out the opinions and 
perspectives of credit union people 
to help ensure well-thought-out pro- 
grams and policies that will provide 
safe and sound supervision of credit 
unions. 

Cooperation has also been a key 
in my work during 1986 with the 
World Council of Credit Unions. 


Throughout the year, the agency 
has been privileged to host many 
international visitors. Sharing 
technical expertise and experiences 
in an effort to strengthen the credit 
union system worldwide is coopera- 
tion of which our founders would 
be proud. 

With member confidence high 
and cooperation within the credit 
union system strong, I enthusi- 
astically look forward to a year of 
success for all credit unions. 


A Mf t- 


P. A. Mack, Jr. 
Vice Chairman 


Board Member 
Elizabeth F. Burkhart 


he National Credit Union 
Administration has just completed a 
year of unprecedented progress in 
preparing to take its place in the 
high technology environment of 
today as well as that of the future 
The Board has authorized an 
integrated system of major com- 
puter enhancements and widespread 
use of micro computers throughout 
the Agency 

With these state of the art tools 
we will be able to analyze national 
trends for early detection of emerg- 
ing problems and thus continue our 
commitment to resolve problems 
promptly. We will also be able to 
alert the credit union Community to 
trends we consider harmful to the 
health of credit unions 

The Board has directed the 
implementation of automated credit 
union examination procedures. Col- 
lectively, these tools will lead to an 
increase in productivity and an 
increase in depth and scope of 
analysis 


1 am very proud of these devel- 
opments, although I am well aware 
that computer technology calls for a 
change in mind-set from paper- 
based management decisions to 
data-based decisionmaking. With 
these new tools we wili be able to 
track the progress of the institutions 
we examine and the productivity of 
the staff we supervise. Our chal- 
lenge as an Agency will be to fully 
understand and use these data effec- 
tively at all levels of decision- 
making. 

In giving direction to the actions 
of the Agency, however, I firmly 
believe that we must keep in mind 
our reason for being—to give guid- 
ance to and nurture the develop- 
ment of credit unions of all sizes 
and types; to encourage thrift 
a.nong members who have a mean- 
ingful common bond and to ensure 
that members of small means have 
access to credit and basic financial 
services 


Elizabeth F. Burkhart 
Member of the Board 
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Report from the 


Executive Director 


Want to express My appreciation 
for the enthusiasm, creativity and 
determination shown by NCUA staff 
during 1986. It was truly a year of 
challenge, change and great 
progress 

Foremost was our successful 
effort to increase the size of the 
examiner force. Staff members com- 
piled and analyzed data showing the 
need and made convincing presen- 
tations. In a period of rapid change 
and growth, safety and soundness 
demands a great human commit- 
ment from NCUA 

Without training and technical 
support, NCUA’s examination pro- 
gram cannot be effective. I am 
pleased that 1986 saw the develop- 
ment of an active training program 
Following an extensive needs assess- 
ment, courses were developed in 
verbal and written communications, 
negotiating techniques and in 
technical subjects such as commer- 
cial and agricultural lending. The 
Board has approved an ambitious 
training program for 1987 which 
expands the course of study for 
new examiners 

NCUA has taken a giant step into 
the computer age and with in- 
creased data accessibility, our 
examiners will be better able to do 
a good job. Dispersed as they are 
throughout the 50 states, good com- 
munication links are essential 

A new publication, The Examiner, 
serves to keep examiners and other 
staff informed of happenings within 
the Agency. A new telephone 
message recording system makes 
examiners accessible to credit 
unions, supervisors and other staff 
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In March, the NCUA Board 
realigned regional boundaries to 
more equitably distribute workload 
and manpower. Minnesota and lowa 
moved from Region IV to Region V 
and Montana, Idaho and Nevada are 
now in Region VI 

A new position of corporate 
examiner was created and a team of 
corporate examiners appointed and 
trained. These specialists examine 
corporates and other large and com- 
plex credit unions 

I am also pleased with an increase 
in the numbers of women, minority 
and handicapped persons joining 
our staff. We view our authority to 
expand our examining force as an 
oppertunity to add bright, 
motivated workers 

NCUA cannot become a Static, 
traditional bureaucracy as it deals 
with the dynamic credit union 
system. I believe that in 1986 we 
laid the foundation for a year of 
achievement and of service to our 
credit union constituents in 198° 


Jf) 
o~ Pe Pe 


Donald E. Johnson 
Executive Director 


Ls 


General Counsel 


nforcement and supervision, 
necessary in a deregulated environ- 
ment, became an increasing respon- 
sibility for the Office of General 
Counsel during 1986 

Crises in the banking and savings 
and loan industries made NCUA 
even more determined to maintain 
public confidence in the credit 
union system. This meant address- 
ing abuses which had occurred in 
other financial institutions resulting 
in substantial losses for their Federal 
insurers. Of principal concern were 
insider dealings and conflicts of 
interest 

The NCUA Board directed staff to 
develop a background report on 
problem credit unions and to 
recommend action that would get 
ahead of problems before they 
occur. The Board endorsed 
vigorous corrective action including 
criminal enforcement. 

To improve enforcement, NCUA 
and other financial regulatory agen- 
cies developed a uniform Criminal 
Referral Form so that financial 
institutions report crimes to law 
enforcement authorities in a more 
comprehensive manner. It also 
established a computerized tracking 
system to record and monitor 
significant criminal referrals 

The Criminal Division, Fraud Sec- 
tion, of the Department of Justice 
also maintains a tracking system for 
major fraud cases in financial in- 
stitutions. Agencies can now share 
information so that repeat offenders 
are identified and prosecuted 


NCUA’s rulemaking activity dur- 
ing 1986 was guided by concern for 
maintaining the financial integrity of 
credit unions and the Share In- 
surance Fund without overburden- 
ing credit unions 


(J In March, the NCUA Board 
adopted a final rule (12 C.F.R 
701.27) amending NCUA’s regula- 
tion of credit union service 
organizations. Federal credit unions 
are authorized within limits to in- 
vest in and make loans to CUSOs. 
This rule expands and clarifies per- 
missible services and provides a 
mechanism for adding new services. 


_J Three regulations related to 
Federal share insurance were 
adopted in October covering adver- 
tising, requirements for insurance, 
and clarification and definition of 
account insurance coverage (12 
C.F.R. Parts 740, 741, and 745). The 
Board added an appendix to Part 
745 providing examples of Federal 
share insurance coverage to help 
federally-insured credit unions and 
their members structure accounts to 
obtain maximum protection of 
member savings. 

L! In June, the Board issued pro- 
poscd rules on commercial lending 
by feclerally-insured credit unions. 
The June proposal would have 
established a totally new regulation 
setting forth the conditions under 
which credit unions could grant 
member business loans. Based upon 
comments received, a revised rule 
was proposed in December and was 
integrated into existing rules. 


NCUA continues to review regula- 
tions to identify unnecessary 
regulatory burden, to protect the 
financial integrity of the National 
Credit Union Share Insurance Fund 
and to improve NCUA operations. 

NCUA is committed to full public 
participation in its regulatory review 
process. The Board conducts open 
monthly meetings, some in cities 
other than Washington, D.C. It 
requests public comment on all 
substantive rule changes and 
publishes a semiannual agenda of 
regulations 
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Legislative Report 


f primary concern to credit 
unions during the 99th Congress 
was the proposal to end their 
50-year-old tax exemption. It was a 
major legislative victory when the 
Tax Reform Act of 1986 was 
enacted without changing their 
Federal tax exempt status as non- 
profit cooperatives 

Other action during the 99th 
Congress was of importance to 
NCUA and credit unions: 

_J NCUA’s conservatorship and 
merger authority were extended by 
Congress three times during the 
99th Congress. However, at the end 
of its final session, Congress was 
unable to pass a measure to further 
extend this authority 

_J The budget of the Central 
Liquidity Facility was approved by 
Congress as submitted by NCUA. 

_) Legislation enhancing NCUA’s 
independence and upgrading its 
examiner force passed overwhelm- 
ingly in the House of Represen- 
tatives in late 1986. 

LJ Legislation requiring all 
depository institutions, including 
credit unions, and credit card 
issuers to disclose interest rate 


terms, conditions and related fees in 


a uniform and clear manner passed 
the House near the end of the year 
This bill gave NCUA separate 
authority to carry out its purposes 
and contained provisions to fit the 
unique character of credit unions 

_J Legislation transferring the 
Community Development Credit 
Union Revolving Loan Fund from 
the Department of Health and 
Human Services to NCUA became 
law 


_J Modifications in the very 
broad Bank Bribery Act were 
enacted. 

_) Legislation to prevent money 
laundering, part of the Omnibus 
Drug Enforcement, Education and 
Control Act of 1986, became law. 
Banking regulators, including NCUA, 
were directed to prescribe regula- 
tions requiring insured financial in- 
stitutions to establish and maintain 
Bank Secrecy Act compliance 
procedures. 

L) During 1986, legislation 
creating a new Chapter 12 in the 
Bankruptcy Code became law. It 
gives farmers certain protections 
from creditors that bankruptcy pro- 
vides while preventing abuse of the 
system and ensuring that fain 
lenders receive fair repayment 

LJ) An act regulating the activities 
of government securities dealers, ap- 
proved by the House of Represen- 
tatives in 1985, passed the Senate 
and became law in 1986. 

_} Stalemate continued between 
the House and Senate on com- 
prehensive banking legislation, in- 
cluding issues such as nonbank 
banks, recapitalization of the 
Federal Savings and Loan Insurance 
Corporation and emergency acquisi- 
tions authority. 

L) The Gramm-Rudman-Hollings 
Act continues to raise serious issues 
for NCUA and the other non-tax- 
funded financial regulators. Legisla- 
tion to exempt NCUA from the 
Statute passed the full House and 
the Senate Banking Committees 


Services 


Information 


CUA’s Office of Information 
Services responded in 1986 to a 
challenge from Board Chairman 
Roger Jepsen to seek “the perfect 
solution’ to the Agency s computer 
needs in carrying out its oversight 
responsibilities 

In meeting this challenge, OIS 
grew and evolved and today bears 
little resembiance to the OIS of 
January 1986. Computer system 
hardware and software were 
changed and enhanced, the depart. 
ment was restructured and staff 
reassigned 

OIS functions were divided into 
three support centers. The Data and 
Telecommunications Center is 
responsible for mainframe hard- 
ware, systems operations, telecom- 
munications and production. The 
Systems Support Center handles all 
mainframe-oriented automation 
requirements and the Information 
Center is responsible for micro- 
computer and office automation 
requirements 

Most important was the purchase 
of a non-stop “super minicom. 
puter to be used as a ‘front end” 
processor to augment the NCUA 
mainframe computer. This super 
minicomputer will serve as a trans- 
action processor with every access 
to NCUA mainframe data going 
through it. Instantaneous access to 
NCUA automated data will be 
available when and where it is 
needed 


A pilot project was initiated to 
find the “perfect solution.’” OIS 
assisted with the selection, procure- 
ment and distribution of pilot 
machines, the evaluation of the par- 
licipant responses and in writing the 
request for proposals for the 
machines selected 

OIS staff was involved in the 
development of specifications for 
the Core Examination System and in 
training field staff in its use and in 
use of the portable microcomputers 

During the year the share in- 
surance system was redesigned, a 
communications link was establish- 
ed with the Mellon Bank for the 
receipt of share insurance deposits, 
examination reports were improved 
and new reports added. An on-line 
property system was completed 

A device was installed on the 
mainframe computer which permits 
the Agency's microcomputers to be 
used as terminals to the mainframe 
A high quality laser printer became 
operational in December. Software 
and procedures were implemented 
to provide an Agency-wide clec- 
tronic mail system 

A system for the entry, editing 
and transmission of NCUA Form 
5300 data was developed in time 
for the June cycle and improved for 
the December cycle. A full-time 
equivalency system was developed 
for the Controller's Office and 
NCUA Board minutes were 
automated. Assistance was provided 
to the Office of the Chief 
Economist and to other offices 
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Personnel _ 
Management 


major expansion in stall 
training programs, a management 
development program for 
trainees and a new syste of i 
tive awards had a positi mpat 
on employee morale dui 
The result has been a decune in 
what was becoming an unaccept- 
ably high examiner attrition rate 


prehensive training program with a 
1986 budget of over $600,000 with 
the bulk of the resources targeted at 
the improvement of examiner skills 
A variety of technical and non- 
technical programs was offered pro- 
viding virtually every examiner with 
opportunities for training in the 
complexities of the job 

A formal Incentive Awards Pro- 
gram recognizes outstanding per- 
formance and service to the 
Agency. Awards totaling $140,000 
were presented to 250 people 


The NCUA Board approved a com- 


Several were honored at an awards 
ceremony in Washington, D.¢ 

Eight candidates were selected for 
an intensive long ierm management 
development program intended to 
provide a trained cadre from which 
the agency's future mid and senior 
managerial positions will be filled 

Two legislative directives were 
implemented during the year. New 
Performance Appraisal plans more 
closely relating pay to performance 
were developed. In addition, NCUA 
made plans for the start of the aew 
Federal Employees Retirement 
System 

There were major changes in the 
examiner pay and recruitment areas 
Research was begun in 1986 to pro- 
vide information on which to base 
special salary rates for high cost-of- 
living areas 

In response to an NCUA request, 
the U.S. Office of Personnel 
Management authorized the Agency 
to offer an accelerated promotion 
program to new examiners. The 
agreement permits a new examiner 
to be promoted after six months of 
intensive formal classroom and on- 
the-job training. Reducing the 
period before the first promotion 
allows NCUA to compete with 
higher initial salaries offered by 
other empioyers 

To facilitate examiner recruit. 
ment, OPM also granted appoint. 
ment authority that dramatically ac 
celerates hiring entry level financial 
institution examiners. It provides an 
exception from competitive service 
entry requirements, important in 
replacing departing staff and hiring 
new examiners 


Examination & 


Insurance 


nnual on-site 
examination of all 
Federal credit unions 
continues to be 
NCUA’s goal. In 
fiscal year 1986, 

the Agency exam- 
ined 9,642 credit 
unions, 97.5 percent 
of all Federal credit 
unions. The remain- 
ing credit unions 
were examined early 
in fiscal year 1987. 
NCUA examiners also made on-site 


contacts in numerous state-chartered 


credit unions converting to Federal 
share insurance. 

NCUA placed more emphasis in 
1986 on working with ‘‘problem 
case’ credit unions to improve per- 
formance. The number of follow-up 
contacts increased dramatically to 
607, an increase of 22 percent. 

Cooperation between NCUA and 
state credit union supervisors 
reached an all time high. NCUA 
works closely with state regulators 
to monitor the continued insur- 
ability of state credit unions and 
reviews state examination reports. 
When there are significant prob- 
lems, the state regulator and NCUA 
work together to develop action 
plans to resolve problems. Every 
effort is made to jointly make con- 
tact and resolve problems. 

In 1986, NCUA and the National 
Association of State Credit Union 
Supervisors established a task force 
which included representatives of 


D. Michael Riley 
Director 

Office of Examination 
and insurance 


four states. The task force 
developed a uniform core examina- 
tion, an examiner’s guide and sug- 
gested examination workpapers. A 
majority of states are expected to 
adopt these tools. 

NCUA monitors semiannual finan- 
cial call reports from all federally- 
insured credit unions to detect 
adverse trends. Examiners review 
the information for accuracy and a 
computer analysis calculates key 
Operating ratios, computes certain 
rates of change and develops peer 
group rankings. This Financial Per- 
formance Report is used to identify 
negative trends and to establish 
reasonable goals for improvement. 

During 1986, NCUA initiated the 
first major review of the report 
since it was introduced in 1981. 
The result more closely reflects the 
current needs of credit unions. 


While the FPR continues to include 
10 key ratios, greater emphasis is 
placed on profitability and funds 
management and less on growth. A 
new feature is a bar chart depicting 
the credit union’s ranking for each 
of the key ratios. 

NCUA’s goal is to provide ex- 
aminers with the tools they need. 
Up to date manuals and training are 
key elements. During 1986, a com- 
mittee of field examiners and 
regional staff updated and expanded 
the examiner’s guide to include 
state of the art information. 

In 1986, NCUA returned to tradi- 
tional classroom training as the prin- 
cipal method of examiner 
education. A one week classroom 
program for new examiners was in- 
stituted and, for the first time, a 
series of technical seminars was of- 
fered to senior examiners. Specific 
topics such as investments, com- 
mercial lending, asset/liability 
management and agricultural lend- 
ing were covered in two and three 
day programs. 

The 1987 budget places further 
emphasis on technical examiner 
training. The New Examiner Pro- 
gram has been increased to a series 
of four programs covering five 
weeks. Technical seminars will also 
continue. 
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Region I 


Slephen W. Raver 
Director 
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he abrupt closing on April 9 of 
the federally-insured $80 million 
Hyfin Credit Union in Brooklyn ex- 
posed the largest embezzlement in 
NCUA history. Hyfin’s doors were 
locked by the U.S. Attorney to pre- 
vent insiders from removing 
criminal evidence from the 
premises. 

With the cooperation of the New 
York Banking Department, Region | 
staff arranged a merger with 
Municipal Credit Union which took 
place just after midnight of that day. 
The unraveling of the many facets 
of the case continues to be a great 
challenge and much work remains, 
particularly in asset recovery. 

Region I took its first conservator- 
ship action in July at the $5 million 
Adamant Credit Union, Adamant, 
Vt., in cooperation with the Ver- 
mont Department of Banking and 
Insurance. Membership support has 
remained strong and 2 new manage- 
ment team has restored profitability. 

Region I has reduced its ‘‘208”’ 
assisted credit unions from five at 
the beginning of 1986 to only one. 
Noncash assistance of $1.5 million 
and cash assistunce of $1.9 million 
at the beginning of the year were 
reduced to less than $60,000 of 
noncash assistance. 

Region I completed its annual ex- 
amination of all of its 2103 Federal 
credit unions in spite of the extra 
work involved with Hyfin and 
other special cases. Profitability has 
been returned to numerous credit 
unions by solving managerial and 
operational problems. 


Efforts to attract quality ex- 
aminers and to train present staff 
accelerated and our examiner staff 
was increased from 59 to 81. New 
examiners completed their basic 
training programs and veteran staff 
members attended numerous train- 
ing programs. 

Nine state credit unions in Region 
I with assets totaling almost $600 
million converted to Federal charter 
and 12 state credit unions with 
assets of more than $500 million 
converted to Federal share in- 
surance in 1986. 

Plant closings and other 
economic pressures continue to in- 
fluence merger activity. Although 
down slightly from 1985, 81 
federally-insured credit unions 
merged without any financial 
assistance. Eleven received financial 
assistance in merging and five were 
liquidated. The number needing 
financial assistance to merge or to 
liquidate was the lowest in many 
years. 

Chartering of new credit unions 
slowed during 1986 because of in- 
creased emphasis on expanding 
fields of membership for existing 
credit unions. Seven credit unions 
with a potential membership of 
175,000 were chartered. Approx- 
imately 700 requests for member- 
ship expansion were approved 
making another 360,000 persons 
eligible for service. 


Region II 


J. Baine ili 


redit unions in Region II 
have continued to expand their 
fields of membership and new 
credit unions have been chartered 
bringing credit union service to 
many more people. 

During 1986, 694 credit unions in 
Region II expanded their fields of 
membership making credit union 
service available to 600,000 poten- 
tial new members. Another 16 
Federal credit union charters were 
approved and one state credit union 
converted to a Federal charter. 

Economic conditions have had a 
major impact on credit unions in 
Region II as industries declined or 
plants were closed. More than ever 
before, credit unions in Region II 
are expanding their fields of 
membership so that they are not 
tied exclusively to one sponsor, 
thus reducing the impact of 
downturns in a single industry. 

One example is Friendly Federal 
Credit Union, Aliquippa, Pa., 
located in an area hard hit by the 
decline in the steel industry. When 
problems at the credit union’s spon- 
sor became apparent, management 
of the credit union aggressively 
solicited selected employee groups 
for addition to their field of 
membership. 

Today, Friendly Federal Credit 
Union is thriving when other finan- 
cial institutions are retrenching or 
withdrawing from that community. 
Other credit unions in the region 
have followed its lead. 


Another example is Kel Co 
Federal Credit Union, Cumberland, 
Md., whose members were 
employees of Kelley-Springfield Tire 
Company. After a recent hostile 
take-over attempt by Goodyear Tire 
Company, management cut back its 
operations to decrease its debt 
burden. Although the plant in 
Cumberland will be closed, credit 
union officials feel their field of 
membership is diverse enough to 
withstand the impact. 

The ability of credit unions to 
adapt to the financial environment 
and to maintain flexibility over 
sources and uses of funds is of 
primary concern for Region II staff. 
Some rapidly growing credit unions 
are being cautioned about invest- 
ment practices. 

Credit union management is being 
warned not to ignore prudent 
asset/liability management principles 
or to take greater risk through 
significant mismatch.ng. Examina- 
tion reports stress the analysis of 
risk/return relationships. 

Region II's efforts to address the 
issues in 1986 included a thorough 
analysis of the semiannual financial 
reports submitted by credit unions, 
intensified supervision by examiners 
and regional office staff, and an em- 
phasis on quality examinations. 
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or Region III, 1986 was a suc- 
cessful year. Its staff completed the 
examination of all Federal credit 
unions, increased the surveillance of 
federally-insured state credit unions 
and eliminated all outstanding cases 
of *‘208"’ assisted credit unions. In 
addition, examiner training and staff 
development programs increased. 

Completion of the examination 
program was accomplished by 
establishing ambitious goals for the 
field staff and by identifying emerg- 
ing problems so that swift and ef- 
fective action could be taken. These 
actions enabled staff to achieve its 
goal of providing quality examina- 
tions and supervision and to protect 
safety and soundness, profitability 
and asset quality. 

Region III is proud of the elimina- 
tion of all outstanding special 
assistance cases. On October 1, 
1985, there were four credit unions 
with assets totaling more than $122 
million who were operating with 
208" or special assistance. By 
September 30, 1986, all four cases 
had been closed. 

The number of federally-insured 
State credit unions in the region 
decreased from 694 to 675 due to 
14 mergers and five liquidations. 
There were a small number of 
charter conversions and conversions 
to Federal share insurance. 

Region III continued its efforts to 
provide increased surveillance for 
the federally-insured state credit 
unions. The staff worked closely 
with state supervisors to identify 
credit unions witi actual or poten- 
tial financial or operational 
problems. 


The joint efforts of NCUA staff, 
State authorities and credit union 
management was most notable in 
the case of the $50 million 
Members Credit Union in North 
Carolina. When the credit union’s 
sponsor entered bankruptcy, action 
was critical because the majority of 
its borrowers and savers were 
employees of the sponsor. 

Credit union officers and manage- 
ment acted to keep the potential 
crisis from escalating. Steps were 
taken to reassure members and to 
change operating policies and pro- 
cedures. Arrangements were made 
to meet liquidity needs. Lending 
policies were revised, the collection 
department was strengthened, some 
branch offices were closed and 
marketing efforts were implemented 
to serve additional employee 
groups. 

Although assets declined by ap- 
proximately $10 million, Members 
Credit Union never lost the con- 
fidence of its members. The state 
supervisor and his staff worked 
closely with management and 
Region III staff to enroll new 
employee groups and to monitor 
the credit union’s operations. 
Because of prompt action and joint 
efforts, the future of Member Credit 
Union looks bright. 


Region IV 


ith 2,100 federally-insured 
State credit unions within its 
borders, Region IV places high 
priority on fostering good working 
relationships with state supervisors. 

Region IV lost two states, Min- 
nesota and lowa, when its bound- 
ary was changed on October | 
which reduced its responsibility for 
more than 500 additional state 
credit unions. This change also 
reduced the number of state offices, 
State laws and state exam programs 
to which it had to relate. 

Establishing a staff position in the 
regional office to coordinate con- 
tinued insurability programs for 
State credit unions turned out to be 
a productive move. The continued 
insurability officer devotes full time 
to the state program. The impor- 
tance of the officer's role as a 
liaison with state regulators cannot 
be overemphasized. 

Through the efforts of the con- 
tinued insurability officer and 
others, arrangements are made so 
that NCUA staff examines or par- 
ticipates in the examination of 
selected federally-insured state 
credit unions. More than 125 of 
these examinations were completed 
during 1986. 

NCUA's cooperation with the 
National Association of State Credit 
Union Supervisors was welcomed 
and encouraged by Region IV since 
over 40 percent of the nation’s 
federally-insured state credit unions 
are located within its borders. Staff 

bers contributed to the work 
joint examination council. 


The standardized examination for- 
mat will enhance NCUA’s ability to 
effectively monitor the continued 
insurability of state credit unions. 

The Midwest economy in 1986 
was at best mixed. Steel, auto and 
farm equipment manufacturers 
experienced more closings and 
layoffs. Farmers were also strug- 
gling. Fortunately, most Federal 
credit unions which were once 
sponsored exclusively by companies 
in these industries have diversified 
and continue to diversify their fields 
of membership. 

During the year, special studies of 
credit unions tied to the steel, auto 
and agricultural industries were 
undertaken. These studies are laying 
the groundwork for assuring the 
future safety and soundness of these 
credit unions. 

Finally, a confident atmosphere is 
apparent in Region IV due to the 
emphasis on quality training. In the 
past year, a majority of Region IV 
examiners attended technical 
seminars and received training on 
personal computers. New examiners 
received rigorous classroom 
training. 

This emphasis on training helps 
to assure that examiners have the 
knowledge and tools to carry out 
the increasingly complex missions 
of the Agency. Region IV staff is 
looking forward with enthusiasm to 
the challenges of 1987. 
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Region V 


n spite of a heavier workload 
caused by the depressed 
agricultural, oil and mining in- 
dustries, Region V completed its 
Federal examination program. Ex- 
amination of credit unions serving 
these depressed industries was more 
difficult and more time consuming. 

Staff also participated in the ex- 
amination of almost 14 percent of 
the federally-insured state credit 
unions within its 13 states. The 
state examination program was 
coordinated with all state super- 
visors and drew upon the talents of 
both Federal and state examiners. 

Unfortunately, the year was 
characterized by a substantial in- 
crease in problem loan portfolios in 
credit unions serving agriculture and 
as a result of other business lending. 
To handle these problems, experts 
were retained to evaluate the 
overall impact on the affected credit 
unions and assist in developing 
workout plans. Region V staff also 
received training in these special- 
ized areas. As the year drew to an 
end, there was noticeable improve- 
ment in loan policies in affected 
credit unions. 

Region V is the consolidated 
liquidation center for Regions IV, V 
and VI. In 1986, the Austin Liquida- 
tion Center commenced the in- 
voluntary liquidation of seven 
Federal credit unions with com- 
bined assets of over $3 million and 
12 state credit unions with com- 
bined assets of over $54 million. 
The largest single liquidation in- 
volved over £43 million in assets 
and the smallest just $2 thousand. 

In 10 of the liquidations, loan 


portfolios were sold to financial in- 
stitutions which planned to offer 
continued service to the members 
of the liquidated credit unions. The 
liquidation center sold loan port- 
folios in excess of $30.2 million. 

Sales to other credit unions 
totaled over $25.4 million; sales to 
banks were $1.2 million; and sales 
to investors over $3.5 million. In 
addition, the liquidation center, on 
an experimental basis, assigned four 
loan portfolios to a third party for 
servicing and collection. 

The liquidation center also 
monitored the voluntary liquidation 
of five credit unions. These liquida- 
tions generally resulted from a lack 
of interest on the part of officials 
and their inability to provide ade- 
quate service to members. The 
largest credit union entering volun- 
tary liquidation had assets of $13.4 
million. 

Unassisted mergers continued at a 
significant pace with 91 mergers ap- 
proved. In 62 cases, a Federal credit 
union is the continuing institution 
while 29 are state chartered. Only 
seven Federal credit unions were 
organized in 1986 with most 
employee and associational groups 
opting to join existing credit 
unions. 

Finally, 1986 saw Region V bid 
farewell to the states of Nevada, 
Idaho and Montana and in their 
place, welcomed the states of Min- 
nesota and lowa. 


Region VI 


oa 

~ daho, Montana and Nevada 
joined the States of Washington, 
Oregon, California, Alaska and 
Hawaii at the close of fiscal year 
1986, making Region VI the largest 
geographic region of the NCUA. 

Following the addition of these 
states on October 1, Regional Direc- 
tor Robert J. LaPorte met with state 
supervisors and Credit Union 
League presidents in each of the 
new states. 

Credit unions in the region in 
general enjoyed a good year. Only a 
handful were not profitable and in 
those cases examiner staff and 
credit union management devoted 
considerable time getting to the 
root of the problem. Region VI 
again met its goal of examining all 
Federal credit unions on an annual 
basis. 

Regional staff also provided sup- 
port and assistance to selected 
federaliy-insured state credit unions 
in cooperation with state super- 
visors. Providing assistance to and 
working with the state supervisor 
guarantees that joint plans can be 
developed where needed to resolve 
mutually discovered problem areas. 

Region VI plans to expand its ex- 
amination program in 1987 in those 
areas where there are indications of 
potential trouble. Credit unions ex- 
panding their share capital base 
through excessive dividend rates 
will be examined closely to deter- 
mine if these funds are being used 
for loans to members. If costly new 


funds are being placed in low yield 
investments, examiners will initiate 
a dialogue with management on 
whether it is growth for growth’s 
sake. 

During 1986, Portland was the 
site of one of the out-of- 
Washington meetings of the NCUA 
Board which was also attended by 
senior Agency staff members. The 
Board met in conjunction with the 
50th anniversary meeting of the 
Oregon Credit Union League. 

Regional Director LaPorte met 
with many credit union people in 
the region in 1986 and will con- 
tinue to seek opportunities to do 
so in 1987. 


REST COPY AVAILABLE 


Share Insurance 


Fund 


1962 «61983 | 1984 1985 =: 1986 
Fiscal Year 


COPY AVAILABLE 


ecord income of $60.7 
million was earned during 1986 by 
the National Credit Union Share In- 
surance Fund and, for the second 
time, the NCUA Board waived the 
premium for 1987. 

Sufficient income was generated 
from the Fund's investments to 
cover all administrative and in- 
surance costs and all of net income 
we: ulocated to maintaining the 
| 40 percent equity goal. By June 
\f), 1987, the end of the insurance 
your, it is expected that the goal 
will be reached. 

The stability and strength of the 
Share Insurance Fund is testimony 
to the foresight and independence 
of credit union leaders. Today, it is 
the strongest of the three Federal 
insurers of deposits and savings in 
the nation’s financial institutions. 

When it was established in 1970 
as a revolving fund in the U.S. 
Treasury, NCUSIF was launched 
without tax dollars. The maximum 
amount of insurance, initially 
$20,000 per member account, was 
raised to $40,000 in 1974 and to 
$100,000 in 1980. At the end of 
fiscal year 1986, NCUSIF insured 
9,863 Federal credit unions and 
4,890 state credit unions with total 
membership of 48.2 million. On 
December 31, federally-insured 
credit unions totaled 14,764. 

During its first nine years, in- 
surance premiums were the Fund's 
primary source of income. Because 
of low insurance losses and 
operating expenses, the Fund's 
equity grew much faster than in- 
sured shares. 


Beginning in 1978, credit union 
losses increased due to plant clos- 
ings and other economic problems, 
poor investments and tougher com- 
petition. Insurance losses soared, 
the equity ratio declined and the 
Fund turned to “‘non cash” 
methods of stabilizing problems. 

In 1982, the Board tried to reach 
the 1 percent equity level stated in 
the Federal Credit Union Act by lev- 
ying a special assessment in addition 
to the premium. In 1983, the 
special assessment doubled the cost 
of share insurance but the Fund was 
no closer to the 1 percent goal. 

A decision was made by credit 
union leaders in 1983 to seek legis- 
lation to change the way in which 
the Fund was capitalized. Approved 
by Congress in 1984, this legislation 
requires credit unions to deposit | 
percent of insured shares in the 
Fund. Earnings are used to reach 
the Fund goal of 1.3 percent of 
total shares insured. 

The rapid growth of credit unions 
affects the ratio. Each year, a sub- 
stantially higher dollar figure must 
be reached to maintain the 1.3 
equity level. The system is so suc- 
cessful, however, that the NCUA 
Board has been able to waive a fur- 
ther premium each year. 


Central Liquidity 


Facility 


he Central Liquidity Facility, a 
mixed ownership government cor- 
poration which serves as a central 
bank for the credit union system, 
continued to strengthen its financial 
position during 1986. 

To become a CLF member, a 
credit ur on or its designated agent 
must ¢v,/ chase shares of CLF stock 
equal .o one-half of one percent of 
its asiets. A total of 42 agents 
represented 17,000 member credit 
unions in 1986 and there were 370 
direct member credit unions. 

Members received dividends in 
1986 of $17 million representing 95 
percent of net earnings. In fiscal 
year 1986, CLF income provided a 
6.6 percent return on members’ 
capital and deposits. 

Operating expenses of $724,000 
were less than the Congressionally 
approved budget of $841,000. The 
reserve target of $900,000 set by 
the NCUA Board was exceeded with 
the total reaching $968,000. 
Member equity at the end of fiscal 
year 1986 was $287.7 million com- 
pared with $256.7 million at the 
end of 1985. 

Members are able to borrow from 
CLF during periods of low liquidity 
or tight credit. These include 
seasonal loans, stabilization loans 
for specialized cash needs and 
emergency cash delivery loans at 
times of critical need. 

CLF lending declined throughout 
the year, especially in the invest- 
ment liquidity program. The loan 
portfolio on September 30, 1986, 
was $105.5 million compared to 
$222.2 million a year earlier, down 
over 50 percent. 


In addition to direct lending, lines 
of credit totaling $30.7 million were 
approved for six private share in- 
surance funds. All advances require 
a commitment fee of % of one per- 
cent, are nonrevolving, fully 
secured and may be used solely for 
liquidity needs. 

The investment liquidity program, 
a joint effort of CLF, U.S. Central 
Credit Union and the corporate 
credit union network, was estab- 
lished in 1984 to increase the earn- 
ing power of low yielding, long- 
term credit union investment port- 
folios. Due to interest rate declines, 
many of these investment are now 
earning above current market rates. 

CLF can invest in U.S. Govern- 
ment and agency obligations, 
deposits of federally-insured institu- 
tions and shares or deposits of 
credit unions. Investment maturities 
do not exceed six months with an 
average maturity of 94 days. The 
average yield on .nvestments was 
7.5 percent for the first part of 
1986 compared to 6.7 percent for 
90-day U.S. Treasury bills and 7.3 
percent for a Eurodollar certificate 
of deposit. 

The Central Liquidity Facility con- 
tinues to bolster public confidence 
in the financial stability of the credit 
union system. 
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Operating Fund 


~ | CUA’s Operating Fund had 
revenue during fiscal year 1986 
which exceeded expenses by ap- 
proximately $1 million. In addition, 
a change in the method used to ac- 
count for operating fee revenue 
resulted in a one time recognition 
of $3.5 million of additional 
revenue, bringing the total to $4.5 
million. As a result, a fiscal year 
1985 deficit of $1.3 million was 
eradicated giving the Fund a year 
end equity balance of $3.2 million. 

The Fund is used to pay the costs 
of NCUA operations not directly 
related to the National Share In- 
surance Fund or the Central Liquid- 
ity Facility. Its primary revenue 
comes from operating fees collected 
from all Federal credit unions and is 
based on each credit union’s total 
assets. 

Assets of the Operating Fund rose 
this fiscal year from $5.3 million to 
$7.9 million. A revolving fund ac- 
count is maintained within the U.S. 
Treasury and the major portion of 
the Fund's assets are very liquid in- 
vestments in U.S. Government 
securities. 

The Fund's investments increased 
approximately $2.1 million to $6.0 
million as of September 30. A 
significant portion of these in- 
vestments was liquidated to finance 
the Agency's operating needs be- 
tween September 430 and the annual 
collection of the operating fees in 
January 1987. 

To satisfy the contracting re- 
quirements of the Federal govern- 
ment, the contract for auditing the 
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Fund was competitively rebid this 
year and the audit was performed 
by Price Waterhouse. The accompa- 
nying report represents the fifth 
consecutive ‘‘clean’’ opinion the 
Fund has received. 

Operating fees are collected in 
January of each year to finance 
NCUA’s fiscal year budget which 
begins on the previous October 1. 
As pointed out in Price 
Waterhouse’s report, the method 
used by NCUA to account for 
operating fee revenues was changed 
for fiscal year 1986. 

Previously, the operating fees 
were recognized as revenue on a 
calendar year basis, beginning in 
January of the year in which they 
were collected. 

The three month difference be- 
tween the calendar year and the 
fiscal year made it difficult to match 
revenue with the budgeted ex- 
penses for which the fee was col- 
lected and to determine exact 
revenue needed. 

To overcome this problem, the 
method of accounting was changed 
to recognize each year’s collections 
on the fiscal year basis. Because of 
this change, the revenue figures 
presented in the financial statements 
for fiscal years 1985 and 1986 are 
not strictly comparable. 


Price WNaterhous: 


November 14, 1986 


Board of Directors 
National Credit Union 
Administration 


In our opinion, the financial statements appearing on pages 24-27 

of this report present fairly the financial position of the National Credit 
Union Administration Operating Fund at September 30, 1986, and the 
results of its operations and the changes in its financial position for the 
year then ended, in conformity with generally accepted accounting prin- 
ciples which, except for the change, with which we concur, in the method 
of accounting for operating fee revenues as described in Note B to the 
financial statements, have been applied on a basis consistent with that of 
the preceding year. Our examination of these statements was made in ac- 
cordance with generally accepted auditing standards and the standards for 
financial and compliance audits contained in the Standards for Audit of 
Governmental Organizations, Programs, Activities and Functions, issued 
by the U.S. Comptroller General in 1981, and accordingly, included such 
tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. The financial statements of the 
National Credit Union Administration Operating Fund for the year ended 
September 30, 1985, were examined by other independent accountants 
whose report dated December 6, 1985, expressed an unqualified opinion 
on those statements. 
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Year ended September 30, 
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See accompanying notes to finencial statements. 


BEST COPY AVAILABLI 


Excess of revenue (expenses) 4,507,52° 
Fund (deficit) balance at beginning of year (1,319,589) 4,145,043 


Fund balance (deficit) at end of year $3,187,932 ($1,319,589) 
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Notes to Financial Statements 


The National Credit Union 

Fund (the 
Fund) was created by the Federal Credit 
Union Act of 1934. The Fund was 
established as a revolving fund in the 
United States Treasury under the 
management of the National Credit 
Union Administration Board for the pur- 
pose of providing administration and 
service to the Federal Credit Union 
System. 


The Federal Credit Union Act permits 
the Fund to make investments in United 


market value of investments was approx- 
imately $5,965,000 at September 30, 
1986, and $3,834,000 at September 30, 
1985. 


over the estimated useful lives of fur- 
niture and equipment and the shorter of 
the estimated useful life or lease term 


for leasehold improvements. 


Deferred Operating Fee Hevenue 

The Fund assesses each federally 
chartered credit union an annual fee 
based on the credit union’s asset base as 
of the preceding June 30. The fee is 


designed to cover the costs of providing 
administration and service to the Federal 


Credit Union System. Prior to fiscal year 
1986, fees were recognized as revenue 
ratably during the calendar year in 
which they were assessed. Fees assessed 
but not yet recognized as revenuc were 
Classified as deferred revenue. 


In fiscal year 1986, the Fund changed 
the manner in which it accounts for 


The effect in fiscal year 1986 was to 
increase fee revenue, by ap- 


$723,000. The adjustment 
of $3,510,501 to record the cumulative 
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The future minimum lease payments 
as of September 30, 1986, are as 
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to transfer the funds. NCUA General 
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Economic Report 
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~na year in which the economy 
was in the doldrums, credit unions 
grew by leaps and bounds. 

For the economy as a whole, 
1986 was a year of modest growth, 
with real GNP growing 2.5 percent, 
slightly below the 2.7 percent in 
1985. Last year was also marked by 
low inflation. Consumer prices rose 
only 1.1 percent, down from 3.8 
percent in 1985, a remarkable per- 
formance for the fourth year of an 
economic expansion. The civilian 
unemployment rate averaged 7.0 
percent during 1986, but ended the 
year on a down tick to 6.7 percent 
in December. 

Households spent freely and were 
one of the bright spots in the 1986 
economy. Consumption rose 4 per- 
cent. However, consumer spending 
may taper off in 1987 due to high 
consumer debt levels, the loss of 
sales tax deductions and the first 
phase out of consumer interest 
deductions under the 1986 Tax 
Reform Act. Consumer installment 
debt outstanding was 19.8 percent 
of personal disposable income in 
December 1986. 

There was a significant drop in 
interest rates in 1986. From 
December 1985 to December 1986 
three month Treasury bills declined 
1.6 percentage points to 5.5 per- 
cent. The prime rate fell 2.0 per- 
centage points to 7.5 and 10-year 
Treasury bonds dropped 2.2 
percentage points to 7.1 percent. 

In the face of a somewhat flabby 
national economy credit unions 
grew briskly. In 1986 credit union 
savings rose 24.2 percent, but loans 
rose only 15.8 percent. 
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Thus, in 1986 as in 1985, credit 
unions had a large gap between 
loan growth and savings growth. 
This surfeit of liquidity presents an 
enticement to reach out for high 
yielding, but often risky, in- 
vestments and loans, a temptation 
which has concerned the NCUA 
Board the last two years. 

The fast growth of credit union 
savings is both a blessing and a 
curse. It shows how dynamic credit 
unions are. But it presents problems 
in investing and lending excess li- 
quidity safely and at returns that 
will sustain earnings margins. The 
problem is, of course, that credit 
union savings rates are above the 
market, and this in turn requires 
lending rates to be above the 
market in order to avoid losses; in 
the process, savings rise sharply and 
loans grow only grudgingly. At year 
end 1986, credit union automobile 
loan rates averaged nearly one half 
percentage point above commercial 
bank rates and unsecured personal 
loans were nearly a percentage 
point above the rate at banks. 

Credit unions have done a good 
job of dropping savings and lending 
rates the past year, but they haven't 
done enough to keep up with a 
market that keeps slipping out from 
under them. The rate paid on 
regular savings accounts at credit 
unions was 7.3 percent in 
December 1985. It had dropped to 
6.2 percent in December 1986. In 
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the meantime the weighted average 
rate on competitive money market 
deposit accounts at banks and 
savings and loan associations fell 
even more, from 6.7 percent in 
December 1985 to 5.3 percent in 
December 1986. 

NCUA will continue its moral 
suasion campaign begun last year to 
encourage credit unions to lower 
Savings and loan interest rates even 
further. 


Federal Credit 
Unions 


Long Term investments as Percent of Total 
Investments 


ae 1985 1986 


Consolidated Income and 
Expense Statement 
(Amounts in thousands) 
On December 31 
Percentage 
'1985 1986 change 
interest on loans $6,135,505 $6,585,843 7.3 
Less: interest refund (26,921) (22,011) —18.2 
Income from investments 2,119,849 2,459,229 16.0 
Other operating income 297 ,433 392,567 32.0 
Total gross income 8,525,866 9,415,628 10.4 
Employee compensation 962,573 1,101,699 14.5 
Employee benefits 200,761 228,145 13.6 
Travel and conference expenses 44,272 49,288 11.3 
Association dues 25,730 27,201 5.7 
Office occupancy 130,419 152,712 17.1 
Office operations expense 488,216 578,562 18.5 
Educational and promotional 62,010 71,250 14.9 
Loan servicing expense 48,514 63,824 31.6 
Professional and outside services 196,332 222,687 13.4 
Provision for loan losses 249,145 354,709 42.4 
Member insurance 147,336 146,528 —0.5 
Operating fees 14,360 17,1% 19.2 
Cash short and over 1,648 2,531 37.0 
Interest on borrowed money 37,674 25,354 —32.7 
Annual meeting expenses 14,793 15,587 5.4 
Miscellaneous operating expenses 49,814 57,304 15.0 
Total operating expenses 2,673,817 3,114,517 16.5 
NON-OPERATING GAINS OR LOSSES 
Gain (loss) on investments 27,731 66,991 141.6 
Gain (loss) on disposition of assets 1,677 3,767 124.6 
Other non-operating income (expenses) 12,999 10,901 —9.8 
Total income (loss) 5,883,556 6,382,779 8.3 
Transfer to regular and statutory reserves 281,882 249,920 —11.3 
Dividends and interest on deposits 5,090,434 5,505,978 8.2 
Net income (loss) after dividends and 
reserve transfers $ 521,240 $ 626,881 20.3 
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(Amounts in thousands) 
December 31 
Percentage 
1985 1986 change 
ASSETS 
Cash $ 1,886,846 $ 2,300,699 21.9 
Loans outstanding 48,240,770 55,304,267 14.6 
(354,112) (414,353) 17.0 
6,956,735 8,788,267 26.3 
4,145,620 5,756,533 38.9 
8,113,100 10,700,257 31.9 
5,079,481 7,136,111 40.5 
640,486 1,800,734 181.2 
50 602,619 708,806 17.6 
45 720,239 818,643 13.7 
40 26,258,279 35,709,373 36.0 
35 (17,548) (21,398) 21.9 
30 870,725 1,045,870 20.1 
fs 455,760  —«§31,870 16.7 
20 846,923 1,027,115 21.3 
15 $76,187,651 $95,463,455 22.1 
10 
5 $310,494 $402,749 29.7 
0 536,421 460,655 —14.1 
641,169 636,426 —0.7 
152,948 211,214 38.1 
1,641,031 1,711,044 43 
42,817,059 54,362,284 27.0 
13,592,000 13,212,314 —2.8 
8,388,293 11,773,319 40.4 
6,818,848 8,502,631 24.7 
N/A 103,004 0.0 
71,616,202 87,953,644 22.8 
2,131,635 2,417,389 13.4 
735,498 894,763 21.7 
2,063,279 2,506,064 21.5 
76,546,614 93,771,861 22.5 
$78,187,651 $95,483,455 22.1 
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Note: Because of rounding, detail may not add to totals. 
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State, December 
State 1986 1986 1985 to 1966 
Alabama 148 $ 1,464 $ 1,174 24.7 
Alaska 17 1,102 1,008 9.3 
Arizona 51 1,407 1,198 17.4 
Arkansas 91 339 277 22.4 
California 766 15,211 12,287 23.8 
Colorado 141 1,663 1,380 19.6 
Connecticut 238 2,012 1,602 25.6 
Delaware 63 353 280 26.1 
District of Columbia 122 1,623 1,331 21.9 
Florida 245 5,286 4,346 21.6 
Georgia 227 1,591 1,308 21.6 
Guam 3 3% 31 16.1 
Hawaii 131 1,619 1,465 24.2 
idaho 49 391 316 23.7 
INinois 293 1,591 1,377 15.5 
Indiana 321 3,288 2,736 20.2 
lowa 8 32 27 18.5 
Kansas 45 294 258 13.5 
Kentucky 121 813 630 29.0 
Louisiana 320 1,413 1,208 17.0 
Maine 111 952 758 25.6 
Maryland 177 2,414 2,013 19.9 
Massachusetts 270 2,758 1,777 55.2 
Michigan 242 3,420 2,668 19.2 
Minnesota 51 486 399 21.8 
Mississippi 128 506 440 15.0 
Missouri 27 143 117 22.2 
Montana 88 494 423 16.8 
Nebraska 72 479 300 22.8 
Nevada 31 729 603 20.9 
New Hampshire 21 411 331 24.2 
New Jersey 456 2,877 2,291 25.6 
New Mexico 42 678 568 19.4 
New York 930 7,543 6,065 24.4 
North Carolina 112 1,154 949 21.6 
North Dakota 25 72 61 18.0 
Ohio 2,505 2,039 22.9 
Oldaioma 87 867 763 13.6 
Oregon 136 1,065 888 19.9 
Pennsylvania 1,141 4,700 3,758 25.0 
Puerto Rico 32 141 117 20.5 
Rhode Island 14 25 19 31.6 
South Carolina 111 1,232 1,024 20.3 
South Dakota 80 292 248 17.7 
Tennessee 142 1,528 1,297 17.8 
Texas 664 6,889 5,976 15.3 
Utah 55 320 273 17.2 
Vermont 6 69 58 19.0 
Virgin Islands 5 6 6 0.0 
Virginia 247 6,484 5,352 21.2 
Washington 125 1,548 1,314 17.8 
West Virginia 163 613 467 31.3 
Wisconsin 4 108 87 24.1 
Wyoming 43 248 215 15.3 
Total 9,758 $95,464 §$ 78,205 22.1 


Differences in assets from other tables is due to rounding. 
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Number by Asset Size 


December 31, 1986 
Number of Percentage Cumulative 
Asset size FCUs of total percentage 
Less than $50 thousand 2.3 2.3 
$50 to $100 thousand 289 3.0 5.3 
$100 to $250 thousand 913 9.4 14.7 
$250 to $500 thousand 1,071 11.0 25.6 
$500 thousand to $1 million 1,316 13.5 39.1 
$1 million to $2 million 1,439 14.7 53.9 
$2 million to $5 million 1,764 18.1 71.9 
$5 million to $10 million 1,021 10.5 62.4 
$10 million to $20 million 771 7.9 90.3 
$20 million to $50 million 554 5.7 96.0 
$50 million to $100 million 232 2.4 98 4 
$100 million and over 160 1.6 100.0 
Uses of Funds Seurces of Income 
Dividends 58.5% __| Loans 80.7% 
- General/Adm. 17.3% Investments 26.1% 
_... Salaries/Benefits 14.1% Other 4.2% 

Retained Earnings 6.6% 

Regular Reserves 2.7% 

Other 0.8% 


BEST COPY AVAILABLE 


- 


Assets by Asset Size 


December 31, 1986 

Assets Percentage Cumulative 
Asset size (in thousands) of total percentage 
Less than $50 thousand $ 6,565 0.0 0.0 
$50 to $100 thousand 21,534 0.0 0.0 
$100 to $250 thousand 157,867 0.2 0.2 
$250 to $500 thousand 382,996 0.4 0.6 
$500 thousand to $1 million 945,351 1.0 16 
$1 million to $2 million 2,003,853 22 3.8 
$2 milion to $5 million 5,710,653 6.0 98 
$5 million to $10 million 7,156,015 75 17.3 
$10 million to $20 million 10,941,287 11.5 28.7 
$20 million to $50 million 17,198,875 18.0 4.7 
$50 million to $100 million 16,032,286 16.8 63.5 
$100 million and over 34,606,018 36.5 100.0 


Mean Rate 
1985 12.74 
1986 11.49 


Less ten 12% 12-14.00% 15-1790% 19% o morn 


Mean Rate 
1985 15.62 
1986 14.96 


t 
Bed ls 


Less ten 12% 12-14.90% 15-17.00% 18% or more 
taterest Rates 
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by Type of Account 
Type of account 1962 1983 61964 1985 1986 
Leens Share drafts 7.1 8.5 9.1 9.5 9.7 
65.5 65.5 59.6 50.8 61.9 
5 Loans Outstanding 74 201 313 307 24 
N/A 
20.2 


‘th 


woe 1008 108 1005 10s (In miliions) 


_1962___-1963_—s«1984 = 11985 1886 

oman for loan losses “a 270 ae 354 414 

index of Leen and Share Growth Regular reserves 1,325 1468 1800 2,132 2417 

Loans Outstanding 884 748 628 461,006 =s:1,172 

Member Shares 192 195 195 253 383 

3 40 4 4 §3 

on 175 «162i SS 

= SIGNIFICANT RATIOS (AS A PERCENTAGE OF LOANS OUTSTANDING) 

0.87 0.81 0.71 0.73 0.75 

200 4.70 4.48 4277 4.42 4.37 

J» 314 22 197 200 212 

= 0.68 0.58 0.46 0.52 0.69 

0.56 0.47 0.3% 0.43 0.60 

140 0.62 0.49 0.39 0.52 0.64 
120 
100 


OM)JSOMJSOMs SOMJSOMs SOMISO 
1980 1981 1982 19863 1964 1985 1986 
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B20 1983S (1984 = ‘1985 §~=—_- 1986 
U.S. Government obligations $ 675 $ 1,751 $1,705 $2,400 $ 3,518 


Commercial Banks Federal agency securities 3,648 393% 4,548 5,270 

Common trust investments 421 640 1,801 

Deposits in commercial banks 2.774 2,541 4,14 5,757 

Deposits in S&Ls and savings banks 6,297 5867 8,113 10,700 

e Shares/deposits in corporate CUs 3,255 3429 5,079 7,196 

Share insurance/other capital deposits 709 

Investments in other CUs 185 125 104 126 165 

% Other investments ' 2 30 449 4 653 

Allowance for investment losses (18 = (17)— ss (1}H—iC(TF}— (s&s) 

J. Total investments 15,176 18,846 18547 26,240 36,688 
PERCENTAGE BREAKDOWN PER YEAR 

U.S. Government obligations 44 9.3 9.7 9.2 9.9 

10 Federal agency securities 19.3 19.3 21.2 17.3 14.8 

Common trust investments 6.4 3.5 2.3 2.4 5.0 

san Deposts in com we 147 © 13.7 188 16.1 

0 Deposits in 4 33.4 31.6 30.0 

7 78 70 0 0 82 6 4 G5 © Sharea/deposits in corporate 233 173 15 193 200 


E 
| 
ie 
: 


1.2 0.7 0.6 0.5 0.5 
1.5 1.9 2.6 2.3 1.8 


Total investments 100 100 100 100 100 


Revised 
? Includes loans to other CUs. shares in the CLF of NCUA and other investments 


1979 1980 1961 1982 1963 1984 1985 1986 


Total reserves 11.1% 6.2% 15.5% 14.7% 13.7% 23.0% 22.4% 18.0% 
Regular reserve -09 10 76 96 124 29 193 13.4 
Other reserves 29.0 114 18 02 116 27 133 216 
Undivided earnings 29.7 127 278 24 146 244 26 214 
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Experiencing Losses 
Year Number Number Amount of 
ending of Federal experiencing Percentage negative earnings 
Effective Cost of Shares December 31 Credit Unions losses of total (in thousands) 
* 1961 11,969 2,561 21.4 $82,735 
9 1982 11,631 2,572 22.1 63,008 
8 1983 10,963 2,443 22.3 54 
; 1984 10,547 1,041 9.9 18,555 
‘ 1985 10,125 1,178 11.6 31,604 
! : 1986 9,758 1,360 13.9 43,805 
4 
3 
2 
1 
0 
Lesses in 1906 
Number 
Asset size of FCUs 
Less than $1 million 664 


$1 million to less than $2 million 196 
$2 million to less than $5 million 219 


$5 million to less than $10 

milion 129 
$10 milion to less than $20 

milion 80 
$20 million to less than $50 

million 51 
$50 million and over 21 


1,505,272,691 8,753,145 
2,156,678,231 14,530,108 


s 


Total 1,360 


$7,029,914,847 $43,005,316 $322,261,965 
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Number by Categories 
Calendar Year-End 
EWS 1 year 
Category 1977 1978 1979 1980 1981 1982 1963 1984 1985 1986 change 
Codes 1 and 2 9.079 8712 8488 7,862 7,237 7,093 7,365 7,42 7250 6596 -714 
Code 3 3.1445 3373 3433 3,770 3,737 3,751 2855 2623 2460 2,734 274 
Code 4 526 674 #+«©73817 «+&«&388 70 #6 4 41 35 40 #4«2£6 
Code 5' 175 126 97 48 40 48 8 
Total 12,750 12,759 12,738 12,440 11,869 11,631 10963 10,547 10,125 9,758 -—367 
' Code 5 implemented during 1980 
Distribution by Asset Size 
ln EWS Codes 4 and 5 
December 31, 1986 
Number of Total assets 
credit unions (in thousands) 
253 $ 70,986 
161 592,791 
4 481,124 
20 585 332 
13 953,259 
7 1,139,325 
488 $3,823,317 
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Federal Corporate Credit Unions 
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1982 1983 1984 1985 1986 
Number Kt) 29 2 29 29 
Assets $5,994.0 $5,9378 $6,046.1 $8,060.6 $12,182.1 
Loans 95.0 177.1 465.7 459.8 621.0 
Shares 5,799.0 5,679.0 5,273.6 80242 10,851.0 
Reserves 445 58.4 71.0 84.1 104.1 
Undivided earnings 20.5 24.2 31.2 38.4 45.3 
Gross income 650.8 615.5 661.9 663.9 785.5 
Operating expenses 15.1 16.7 176 21.2 25.4 
Interest of borrowing 12.3 13.6 37.4 45.5 47.9 
Dividends and interest on deposits 599.5 565.1 584.9 575.9 685.9 
Reserve transfers 11.5 11.2 12.0 10.5 17.2 
Net income 6.2 76 10.0 11.4 9.0 
SIGNIFICANT RATIOS 
Reserves to assets 0.7 1.0 1.2 0.9 0.9 
Reserves and undivided earnings to 
assets 1.1 14 1.7 14 1.2 
Reserves to loans 46.8 33.0 15.2 18.3 16.8 
Loans to shares 1.6 3.1 8.8 5.7 5.7 
Operating expenses to gross income 2.3 2.7 2.7 3.2 3.2 
Salaries and benefits to gross income 0.8 1.0 1.1 1.1 1.1 
Dividends to gross income 92.1 91.8 88 4 86.7 87.3 
Yield on average assets 13.2 10.3 11.0 8.7 8.7 
Cost of funds to average assets 12.4 9.5 10.4 8.1 8.1 
Gross spread 0.8 0.8 1.4 0.6 0.6 
Net income divided by gross income 1.0 1.2 1.5 17 1.1 
Yield on average loans 9.0 7.2 12.0 78 78 
Yield on average investments 13.6 10.6 10.8 8.8 8.8 
Revised 


BEST COPY AVAILABLS 


Historical Data 
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1,812,017 


2,075,055 1,666,526 
2,344,337 2,021,463 
2,673,488 2,245,223 
3,020,274 2,560,722 
3.452.615 2,911,159 


4,017,383 3,349,068 
4,538,461 3,864,609 
4,944,033 4,323,943 


—— — — 
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(Amounts in thousands ot dollars) 


Selected Data fer Federal Credit Unions 
December 31, 1934-86 —Continued 


ai 

| 
i 
i 


Year 


4 


' 


BEST COPY AVAILABLE 


: 
g 
z 
: 


6,902,175 5,006,181 
78,187,651 71,616,202 48,240,770 


9,873,777 $ 6,208,158 $ 5,420,633 $ 4,677,400 
63,666,321 
31,041,142 95,483,421 87,953,642 55,304,267 


28,191,922 


12,210 
12,584 
10,548 


12, 


34 
317 


SE555 


18 Year Summary, 1877-1986 

(Amount in millions as of December 31) 
1977 1978 1979 1980 1961 1982 1983 1984 11985 1986 
$20,564 $34,760 $35,334 $37,515 $39,181 $45,404 $54,482 $63,656 $78,188 $095,483 
22,687 27687 2,182 26,155 28,192 33,201 42,133 486,241 55,304 
3576 2803 W768 33,52 41,352 40,601 57,929 71,616 87,954 
1,325 1,473 1,773 2,007 2,451 2,884 3,333 
370 70: 1,118 1,281 1,592 2,063 2,508 
2,580 3,824 5,406 6,064 7,454 8,526 9,416 
968 1,498 1,822 2,045 2,314 2,674 3,115 
1,387 2,185 3,185 3,573 4,413 5,000 5,506 
140 gf 147 166 260 282 250 
43 244 287 473 521 627 
21.2 17.6 1.7 6.2 44 16.1 19.8 16.8 22.8 22.1 
23.9 22.0 1.8 -72 41 3.5 17.8 26.9 14.5 14.6 
21.0 16.5 3.2 9.9 42 17.3 20.6 16.1 23.6 22.8 
12.3 3.0 45 3.3 9.6 9.9 13.2 22.1 17.7 15.6 
29.8 31.1 29.7 12.7 27.8 23.4 14.6 24.3 29.6 21.5 
21.5 24.1 10.3 8.3 22.4 18.5 12.2 22.9 14.4 10.4 
22.4 25.4 17.6 49 10.8 9.8 12.2 13.2 15.6 16.5 
22.7 23.0 9.1 17.3 21.6 19.9 12.2 23.5 15.3 8.2 
—16.2 71 —413 11.4 50.0 0.0 12.9 56.6 85 113 
129.7 54.1 68 -719 400.3 11.4 17.6 64.8 10.1 20.3 
45 3.9 4.0 3.9 41 3.9 3.7 3.9 3.7 3.5 
5.7 5.3 5.8 5.8 6.4 6.4 6.0 6.4 6.3 6.1 
5.8 49 5.1 5.6 5.9 6.3 6.0 5.8 6.0 6.0 
88.7 92.9 91.6 77.4 773 68.2 66.5 72.7 67.4 62.9 
37.5 37.9 40.5 39.2 35.5 33.7 33.7 31.0 31.4 33.1 
12.0 11.6 14.3 14.7 14.1 14.1 14.4 13.6 13.6 14.1 
53.8 53.3 52.7 57.1 56.7 58.9 58.9 50.2 59.7 58.5 
9.6 11.0 10.1 10.5 12.2 12.8 12.1 11.7 12.0 12.0 
5.5 5.8 5.9 6.4 7.2 75 7.1 7.0 7.2 7.2 
4.1 42 4.2 42 5.1 5.3 5.0 4.7 48 48 
3.3 4.1 4.3 1.1 4.7 45 47 6.3 6.1 6.7 
10.5 10.9 10.9 11.0 12.5 13.6 13.7 12.4 13.5 13.5 
79 8.4 8.6 10.3 12.8 12.3 10.2 11.0 95 9.5 
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Credit Unions, 1971 te 1986 

Number of Loans outstanding 
Year Credit unions (in thousands) 
1971 793 $1 528,218 
1972 1,315 2,553,885 
1973 1,656 3,440,650 
1974 2,308 4,773,156 
1975 3,040 6,618,036 
1976 3,519 8,580,330 
1977 3,682 11,208,628 
1978 4,382 14,038, 194 
1979 4,700 15,204,385 
1960 4,910 14,582,065 
1981 4,904 15,340,731 
1982 5,151 15,328,521 
1983 4,915 17,214,061 
1984 4,645 20,176,057 
1985' 4,920 26,050,508 
1986 4944 30,832,618 
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Board Members 


Roger W. Jepsen, chairman, was 
nominated by President Ronald 
Reagan and sworn into office 
October 17, 1985. He served in the 
U.S. Senate from the state of lowa 
from 1979 to 1984, serving on the 
Joint Economic Committee which 
he chaired for two years, on the 
Armed Services Committee and the 
Agriculture, Nutrition and Forestry 
Committee. He served two terms as 
lieutenant governor of lowa and 
four years as supervisor of Scott 
County. His career has included 
education, insurance, agribusiness 
and marketing. A native of Cedar 
Falls, he served in the 82nd Air- 
borne Division of the U.S. Army in 
1946-1947. He attended lowa State 
Teachers College and received his 
bachelor’s degree and master’s 
degree with honors from Arizona 
State University, Tempe. 


P. A. Mack, Jr., vice chairman, 

was appointed by President Jimmy 
Carter in 1979 and reappointed by 
President Reagan in 1984. He 
served as acting chairman from 
April to October 1985. He was ad- 
ministrative assistant to Senator 
Birch Bayh of Indiana from 1971 
until 1979 and had been an officer 
in the Harris Trust and Savings 
Bank and Continental Illinois Na- 
tional Bank, Chicago, and a member 
of the board of the Tazewell 
County National Bank, Delavan, IIl. 
His career also included a period of 
teaching at Indiana University and 
DePaul University. He graduated 
from Purdue University and re- 
ceived his master’s degree in 
business administration from 
Indiana University. Since 1955, he 
has owned and managed Mack 
Farms, Delavan. 


Elizabeth F. Burkhart, member of 
the Board, was appointed by Presi- 
dent Reagan in 1982 and nominated 
by him for a second term in 1985. 
She came to Washington, D.C., 
from Texas to be deputy treasurer 
of the Reagan-Bush Campaign Com- 
mittee and was named associate 
deputy administrator of the 
Veterans Administration in 1981. 
Her career included teaching, two 
years in the Marine Corps and 10 
years at the Texas Commerce Bank, 
Houston, where she rose from 
secretary to assistant vice president. 
She graduated from Midwestern 
University, received a master's 
degree in business administration 
from Houston Baptist Universiy 
and attended Southwestern 
Graduate School of Banking at 
Southern Methodist University, 
Dallas. 
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Officers 


Roger W. Jepsen 
Chairman of the Board 


P. A. Mack, Jr. 
Vice Chairman of the Board 


Elizabeth F. Burkhart 
Member of the Board 


Donald E. Johnson 
Executive Director 


Rosemary Brady 
Secretary of the Board 


Rebecca J. Baker 
Executive Assistant to the Chairman 


Susan L. Nelowet 
Special Assistant to the Chairman 


Laura W. Rossman 
Special Assistant to the Vice 
Chairman 


Harry J. Blaisdell 
Special Assistant to the Member 


Charles H. Bradford 
Chief Economist 


Robert M. Fenner 
General Counsel 


D. Michael Riley 

Director 

Office of Examination and 
Insurance 


Vincent A. Toolen 
President 
Central Liquidity Facility 


Robert E. Loftus 

Director 

Office of Public and Congressional 
Affairs 


Herbert S. Yolles 
Controller 
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Joan E. Perry 
Internal Auditor 


Benny R. Henson 
Director 
Office of Administration 


Joseph W. Visconti 
Director 
Office of Information Systems 


Dorothy W. Foster 
Director 
Office of Personnel 


Stephen W. Raver 
Director 
Region I 


Harvey J. Baine III 
Director 
Region II 


John S. Ruffin 
Director 
Region III 


H. Allen Carver 
Director 
Region IV 


J. Leonard Skiles 
Director 
Region V 


Robert J. LaPorte 
Director 
Region VI 


Regional Offices 


Central Office 

1776 G St. N.W. 
Washington, D.C. 20456 
202/357-1100 


Region | 

441 Stuart St. #600 
Boston, Mass. 02116 
617/223-6807 


Region II 

1776 G St. N.W. #700 
Washington, D.C. 20006 
202/682-1900 


Region Iil 

1365 Peachtree St. N.W. #540 
Atlanta, Ga. 30367 
404/347-3127 


Region IV 

230 South Dearborn #3346 
Chicago, Ill. 60604 
312/886-9697 


Region V 

611 East Sixth St. #407 
Austin, Texas 78701 
512/482-5141 


Region VI 

2890 North Main St. #101 
Walnut Creek, Calif. 94596 
415/486-3490 


Laura W. Rossman 
Susan 1. Nelowel 
Harry J. Blaisdel 
Specia! Assistants 

to the Board Member: 
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